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EARM CREDIT ADMIN ISTRATION
The e f f e c t iv e  d a te  o f  a  p re v io u s ly  p u b lish e d  f i n a l  r u le  h as  been re le a s e d  as
7 /2 9 /8 6  b y  t h e  FCA ( s e e  t h e  8 /1 8 /8 6  Fed . Reg., p. 294 5 9 -6 0 ). The new r u l e  am ends
P a r t  620 to :  1) re q u ire  each Farm C re d it  System bank and a s s o c ia t io n  to  d is c lo s e  
i n  i t s  a n n u a l r e p o r t  t o  s h a r e h o ld e r s  th e  a g g re g a te  am ount o f  c o m p e n sa tio n  p a id  
d u r in g  th e  l a s t  f i s c a l  y e a r  t o  th e  i n s t i t u t i o n s ’ s e n io r  o f f i c e r s  a s  a  g ro u p ; 2) 
r e q u ire  each  p ro d u c tio n  c r e d i t  a s s o c ia t io n  (PCA.) t o  send th e  f in a n c ia l  s ta te m e n ts  
o f  th e  F e d e ra l in te rm e d ia te  c r e d i t  bank in  i t s  d i s t r i c t  t o  PCA sh a reh o ld e rs ; and, 
3) re q u ire  each  System  bank and PCA, b eg in n in g  w ith  th e  q u a r te r  ended 6 /3 0 /8 6 , to  
r e p o r t  q u a r t e r l y  t o  s h a r e h o ld e r s  on th e  f i n a n c i a l  c o n d itio n  o f  th e  i n s t i t u t i o n .  
For a d d i t io n a l  in fo rm a tio n  c o n ta c t Dorothy A costa a t  703/883-4020.
A p o lic y  concern ing  lo an  docum entation  r e l a t i n g  to  borrow er f in a n c ia l  s ta te m e n ts  has
been  adopted  by th e  Farm C re d it  A d m in is tra tio n  Board (see  th e  8 /2 2 /8 6  Fed. Reg.,
pp. 30123-24). A ffec ted  a re  F ed e ra l land  bank lo an s  and lo an s  made by p ro d u c tio n  
c r e d i t  a s s o c ia t io n s  and banks fo r  c o o p e ra tiv e s . The p o lic y  s ta t e s :  "In  m eeting 
PCA e x p e c ta tio n  th a t  lo an  docum entation  w i l l  be s tren g th en ed  in  th e  a rea  o f  
f i n a n c i a l  s ta t e m e n t s  b y  y e a re n d  1987, e a c h  S y stem  bank  and  a s s o c i a t i o n  s h o u ld  
develop  and im plem ent a  p la n  w hich: (1) E s ta b lis h e s  th e  r i g h t  o f  th e  i n s t i t u t i o n  
t o  o b t a in  a  v e r i f i e d  b a la n c e  s h e e t  and incom e s t a t e m e n t  from  a l l  b o r ro w e rs  a t  
l e a s t  an n u a lly ; and (2) r e q u ire  bo rro w ers  to  subm it a n n u a lly  to  th e  i n s t i t u t i o n  a 
v e r i f i e d  b a la n c e  s h e e t  and  incom e s ta t e m e n t  on a l l  lo a n s  i n  a  p r i n c i p a l  am ount 
o v er $100,000 o r where th e  v a lu e  o f  th e  c o l l a t e r a l  p ledged  com prises more th an  25 
p e r c e n t  o f  p r o d u c t io n  o r  s to r a g e  f a c i l i t i e s  — " B oth s ta n d a r d s  s h o u ld  be  
inp lem en ted  fo r  a l l  new lo an s  made on o r  a f t e r  9 /1 /8 6  and fo r  a l l  e x is t in g  loans 
w henever a  co n cessio n ary  i n t e r e s t  r a t e  o r  a  p a r t i a l  r e le a s e  o f  s e c u r i ty  i s  g ran ted  
o r  th e  lo an  i s  renewed, ex tended, re a m o rtiz ed  o r  o th e rw ise  m od ified  by i t s  te rm s 
to  th e  b e n e f i t  o f  th e  borrow er.
SECURITIES AND EXCHANGE COMMIS S ION
A p p lic a tio n s  fo r  tw o P ro fe s s io n a l  A ccounting F e llo w s to  work in  th e  C h ie f A ccoun tan t's
O ff ic e  a re  b e in g  accep ted  by th e  SEC. Two in d iv id u a ls  w i l l  be s e le c te d  in  e a r ly  
1987 to  se rv e  tw o -y ea r te rm s  w orking d i r e c t l y  w ith  SEC C hief A ccountant C larence  
Sampson. The program , acco rd in g  t o  th e  SEC, i s  "designed to  p ro v id e  o u ts ta n d in g  
o p p o r tu n i t ie s  fo r  p e rso n a l developm ent and c a re e r  enhancement." The P ro fe s s io n a l 
A c c o u n tin g  F e llo w s  a r e  in v o lv e d  in  th e  s tu d y  and  d e v e lo p m e n t o f  r u l e  p r o p o s a ls  
under th e  F ed e ra l S e c u r i t ie s  law s, l i a i s o n  w ith  p ro fe s s io n a l  acco un ting  s tan d a rd ­
s e t t i n g  b o d ie s  and  c o n s u l t a t i o n  w i th  r e g i s t r a n t s  on a c c o u n tin g  and  r e p o r t i n g  
m a t t e r s .  D u rin g  t h e i r  tw o -y e a r  te rm , th e  F e llo w s  d e a l  w i th  a  b ro a d  ra n g e  o f  
a c c o u n tin g ,  a u d i t i n g  and  d i s c l o s u r e  i s s u e s .  C a n d id a te s  f o r  th e  p ro g ram  s h o u ld  
h a v e  a t  l e a s t  s i x  y e a r s  o f  e x p e r ie n c e  i n  a  p u b l i c  a c c o u n tin g  f i r m  o r  i n  an  
o r g a n iz a t i o n  t h a t  p r o v id e s  s i m i l a r  e x p e r ie n c e  i n  f i n a n c i a l  a c c o u n tin g  and 
re p o r tin g . In  a d d itio n , a  minimum o f  one y e a r  o f  t h i s  ex p erien ce  m ust have been 
a t  a  m a n a g e r ia l  l e v e l .  A p p l ic a n ts  m u s t a l s o  be  th o ro u g h ly  f a m i l i a r  w i th  th e  
t e c h n i c a l  a c c o u n tin g  and a u d i t i n g  l i t e r a t u r e ,  a s  w e l l  a s  c u r r e n t  i s s u e s  
c o n f r o n t in g  th e  p r o f e s s i o n .  A p p l ic a n ts  a r e  r e q u i r e d  t o  s u b m it b ack g ro u n d  
in f o r m a t io n  and  a  b r i e f  p o s i t i o n  p a p e r  on an  a c c o u n tin g  s u b j e c t  o f  i n t e r e s t  to  
th em  and  t o  t h e  SEC. A p ro g ram  d e s c r i p t i o n  and a p p l i c a t i o n  p ro c e d u re s  a r e  
a v a i l a b l e  from  th e  O f f i c e  o f  t h e  C h ie f  A c c o u n ta n t, SEC, 450 F i f t h  S t r e e t ,  N.W., 
W ashington, D.C. 20549.
The 5 th  annual SEC Government B usiness Forum on S m all B usiness C a p i ta l  F orm ation  w i l l
be  h e ld  9 /25-27 /86  in  W ashington, D.C. P a r t i c ip a n ts  w i l l  in c lu d e  r e p re s e n ta t iv e s
o f  sm a ll b u s in e s s  and p ro fe s s io n a l  a d v iso rs  o f  sm a ll b u s in e s s . They w i l l  m eet to  
d is c u s s  e x is t in g  and a n t ic ip a te d  problem s r e s t r i c t i n g  sm a ll b u s in e s s  in  r a i s in g  
money and  w i l l  make reco m m en d a tio n s  t o  th e  F e d e r a l  g o v e rn m en t a b o u t how th o s e  
p ro b le m s  c o u ld  be  e a se d  o r  e l im in a te d  th ro u g h  F e d e r a l  r e g u l a t o r y  ch an g e s . The 
forum i s  m andated by  F e d e ra l s t a t u t e  w ith  a tten d an ce  and p a r t i c ip a t io n  be in g  by 
in v i t a t io n  o n ly .
SECURITIES AND EXCHANGE COMMIS S ION
W hether th e  SEC should  p ropose fo r  comment c e r t a in  amendments re g a rd in g  r e p u r c h a s e
agreem ents and f in a n c ia l  r e s p o n s ib i l i ty  r u le s  fo r  b ro k e r-d e a le r s  w i l l  b e  d isc u sse d
a t  a  9 /4 /8 6  SEC open m e e tin g . The m e e tin g  i s  s c h e d u le d  f o r  10 a.m. i n  t h e
C om m ission  M ee tin g  Room, Room 1C30, 450 F i f t h  S t r e e t ,  N.W., W ash in g to n , D.C. 
Amendments to  Rules 17a-3, 17a-13, 15c3-3 and 15c3—1 under th e  S e c u r i t ie s  Exchange 
A c t o f  1934 a r e  b e in g  c o n s id e re d .  The p ro p o se d  am endm ents a r e  d e s c r ib e d  a s  
fo llo w s  by th e  SEC: "Rule 17a-3 be amended t o  r e q u ire  b ro k e r -d e a le r s  to  m a in ta in  
c e r ta in  books and re c o rd s  w ith  re s p e c t to  t h e i r  rep u rch ase  and re v e rse -re p u rc h a se  
t r a n s a c t i o n s ;  R u le  17a—13 be am ended t o  r e q u i r e  a  b r o k e r - d e a l e r  t o  p h y s i c a l l y  
examine and count r e ta in e d  s e c u r i t i e s  s u b je c t to  rep u rch ase  and re v e rse  repu rchase  
a g re e m e n ts ,  and t o  a c c o u n t f o r  and v e r i f y  th o s e  s e c u r i t i e s  n o t  in  h i s / h e r  
p o sse ss io n ; Rule 15c3-3 be amended to  r e q u ire  b ro k e r-d e a le r s  who ag ree  t o  r e t a in  
s e c u r i t i e s  s u b je c t to  rep u rch ase  agreem ents to :  m a in ta in  such s e c u r i t i e s ,  f r e e  o f  
any l ie n ,  in  p o sse ss io n  o r  c o n tro l, and d is c lo s e  th e  r ig h t s  and l i a b i l i t i e s  o f  th e  
p a r t i e s  ( in c lu d in g  th e  f a c t  t h a t  th e  S e c u r i t i e s  In v e s to r  P ro te c t io n  C o rp o ra tio n  
h as tak en  th e  p o s i t io n  th a t  coverage under th e  S e c u r i t ie s  In v e s to r  P ro te c t io n  Act 
o f  1970 may n o t be a v a i la b le  to  th e  repo  p a r t ic ip a n t ) ;  Rule 15c3-1 be amended to :  
r e q u i r e  a  b r o k e r - d e a l e r  t o  d e d u c t  from  n e t  w o rth  ( in  c o m p u tin g  n e t  c a p i t a l )  
c e r ta in  amounts r e l a t in g  to  rep u rch ase  and re v e rse -re p u rc h a se  agreem ents where th e  
b r o k e r - d e a l e r  i s  i n  a  d e f i c i t  p o s i t i o n ;  r a i s e  th e  new c a p i t a l  r e q u i r e d  o f  a  
b ro k e r-d e a le r  who o b ta in s  s u b s ta n t ia l  lev e rag e  a s  a  r e s u l t  o f  re v e rse  rep u rchase  
a g re e m e n ts ;  and  p ro v id e  t h a t  any r e c e iv a b le  from  an  u n r e g i s t e r e d  a f f i l i a t e  be  
d e d u c te d  from  n e t  w o r th , u n le s s  th e  a f f i l i a t e  m akes a v a i l a b l e  i t s  books and 
reco rd s  to  th e  Commission and i t s  D esignated  Examining A u th o rity ."  For fu r th e r  
in fo rm a tio n  c o n ta c t Mark D. F it te rm a n  a t  202/272-2830.
TREASURE, DEPARTMEN T OF
The comment p e r io d  on proposed  re g u la t io n s  govern ing  p r a c t ic e  b e fo re  th e  IRS h as  been
e x te n d e d  ( s e e  th e  8 /2 7 /8 6  Fed. Reg., p. 30510). The p r o p o s a l  c l a r i f i e s  c u r r e n t
p r a c t i t i o n e r  r e g u l a t i o n s  w i th  r e g a r d  t o  due d i l i g e n c e  (s e e  th e  8 /1 8 /8 6  W ash. 
R pt.). Comments w i l l  now be accep ted  th rough 11/13/86. For fu r th e r  in fo rm a tio n  
c o n ta c t Mr. L e s l ie  S hap iro  a t  202/566-6787.
Amendments t o  in c re a s e  th e  r e p o r t in g  and reco rdkeep ing  req u irem en ts  under th e  Bank
S ecrecy  A ct w ere r e c e n t ly  proposed by th e  T reasury  D epartm ent (see  th e  8 /25 /86
Fed. R eg., pp. 3 0 2 3 3 -4 1 ). Comments a r e  b e in g  s o l i c i t e d  on th e  p ro p o s a l  w h ich  
w ould  r e q u i r e  f i n a n c i a l  i n s t i t u t i o n s  t o  r e p o r t  c a sh  p u rc h a s e s  o f  m o n e ta ry  
in s tru m e n ts  exceeding  $3,000 when th e  ag g reg a te  o f  th e  sam e-day pu rchases by one 
p a r t y  e x ce e d s  $10 ,000 . U nder th e  p r o p o s a l ,  b an k s  a r e  a l s o  r e s p o n s ib l e  f o r  
re p o r t in g  m u ltip le , sam e-day cu rren cy  t r a n s a c t io n s  by one p a r ty  to ta l in g  more th an  
$10 ,000  when th e y  a r e  aw are  o f  th e  t o t a l .  R ec o rd k e e p in g  r e q u ir e m e n ts  w ou ld  be 
in c re a se d  by re q u ir in g  banks to  m a in ta in  a  rec o rd  o f : incom ing as  w e ll  a s  ou tgo ing  
tr a n s a c t io n s ;  th e  s a le  o f  each o f f i c i a l  bank check over $3,000; d e p o s it  s l i p s  and 
c r e d i t  t i c k e t s  in  excess o f  $100 w ith  th e  amount o f  cu rren cy  invo lved  recorded ; 
and, th e  tax p ay e r id e n t i f i c a t io n  numbers o f  each custom er p u rch asin g  o r  redeem ing 
a c e r t i f i c a t e  o f  d e p o s i t  o r  o p e n in g  a  d e p o s i t  a c c o u n t. A d d i t io n a l ly ,  th e  
r e te n t io n  p e rio d  fo r  t r a n s a c t io n  account re c o rd s  would be expanded from  2 y e a rs  to  
5 y e a r s ;  th e  re c o rd k e e p in g  r e q u ir e m e n ts  f o r  f o r e ig n  c u r r e n c y  d e a l e r s  w ou ld  be 
in c reased ; and, r e p o r t in g  req u irem en ts  would be imposed on Edge A ct C o rp o ra tio n s , 
a s  w e ll as  th e  s e l l in g  ag en ts  o f  c e r ta in  m onetary in s tru m e n ts  such a s  t r a v e le r s ' 
ch ec k s  and money o r d e r s .  S im i l a r  p r o v i s io n s  a r e  in c lu d e d  in  th e  C o m p reh en siv e  
Money Laundering P rev en tio n  A ct, H.R. 5176, which i s  c u r r e n t ly  pending b e fo re  th e  
H ouse. Comments a r e  r e q u e s te d  by  1 1 /2 4 /8 6  and  sh o u ld  be  s e n t  to  J o n a th a n  J .  
Rusch, A cting D ire c to r , O ffice  o f  F in a n c ia l Enforcem ent, O ff ic e  o f  th e  A s s is ta n t  
S e c re ta ry  (Enforcem ent), D epartm ent o f  th e  T reasury , Room 1458, 1500 P ennsy lvan ia  
A venue, N.W., W ash in g to n , D.C. 20220. F o r a d d i t i o n a l  in f o r m a t io n  c o n ta c t  L in d a  
Noonan a t  202/566-2941.
TREASURY, DEPARTMENT OF
R eg u la tio n s  concern ing  th e  re q u ire d  use  o f  m agnetic  m edia fo r  f i l i n g  Forms W-2 and W-
2P in  1987 h a v e  b e en  a p p ro v e d  by  th e  IRS (s e e  t h e  8 /2 6 /8 6  Fed . Reg., pp. 3 0 3 51-2 ).
Under th e  re g u la tio n s , pe rso n s re q u ire d  t o  use  Forms W-2 o r  W-2P m ust p ro v id e  th e  
in fo rm a tio n  on m agnetic  m edia u n le ss  1) th e  pe rso n  i s  a  low volume f i l e r  (few er 
th a n  500 re tu rn s  in  c a le n d a r y e a r 1936, few er th a n  250 re tu rn s  fo r  c a le n d a r y e a rs  
a f t e r  1986), o r  2) th e  p e r s o n  i s  g ra n te d  a  w a iv e r  by th e  IRS. F a i l u r e  t o  f i l e  a 
r e t u r n  on m a g n e tic  m ed ia  when r e q u i r e d  t o  do so  w i l l  toe t r e a t e d  a s  a  f a i l u r e  t o  
f i l e  th e  r e t u r n .  R e q u e s ts  f o r  w a iv e r  g e n e r a l l y  m u s t b e  f i l e d  a t  l e a s t  90 d ays 
b e fo re  th e  f i l i n g  o f  th e  f i r s t  r e tu rn  fo r  which th e  w a iv er i s  req u ested . In  th e  
case  o f  r e tu rn s  f i l e d  in  1987 and 1988, th e  a p p l ic a t io n  i s  due no l a t e r  th an  6/30 
o f  th e  p reced in g  y ea r. These re g u la t io n s  ex tend  th e  due d a te  fo r  a p p lic a t io n s  to  
7 /3 1 /8 6  f o r  Form s W-2 and  W-2P t o  toe f i l e d  in  1987. The r e g u l a t i o n s  g e n e r a l l y  
a p p ly  t o  r e t u r n s  f i l e d  a f t e r  1 2 /3 1 /8 6 . F o r f u r t h e r  in f o r m a t io n  r e g a r d in g  a 
w aiver p rocedure  c o n ta c t M agnetic Media R eporting , IRS, N a tio n a l Computer C enter, 
P .O. Box 1359, M a r t in s b u rg , WV 25401 3 0 4 /2 6 3 -8 7 0 0 . F o r f u r t h e r  in f o r m a t io n  
reg a rd in g  m agnetic  m edia f i l i n g  fo r  re tu rn s  re q u ire d  on Form W2 o r  W2-P c o n ta c t 
th e  re g io n a l m agnetic  c o o rd in a to r  a t  re g io n a l S o c ia l S e c u r ity  o f f i c e s .
R eg u la tio n s  r e l a t in g  to  p ro d u c t l i a b i l i t y  lo s se s  and accum ula tions fo r  th e  payment o f
reaso n ab ly  a n t ic ip a te d  p ro d u c t l i a b i l i t y  lo s s e s  have re c e n t ly  been approved by th e  
IRS (se e  th e  8 /2 7 /8 6  F ed . Reg.,  pp. 3 0 4 8 1 -8 4 ). The r e g u l a t i o n s  c l a r i f y  th e  
d e f in i t io n  o f  "product l i a b i l i t y "  by in c lu d in g  c e r ta in  amounts p a id  w ith in  t h a t  
d e f i n i t i o n  even  i f  su ch  am ounts a r e  p a id  t o  an  in s u r a n c e  com pany. An am ount i s  
co n sid e red  p a id  on account o f  p ro d u c t l i a b i l i t y  i f  th e  amount o th e rw ise  q u a l i f i e s  
a s  " p ro d u c t l i a b i l i t y "  and  m e e ts  c e r t a i n  o th e r  req u irem en ts . C la r i f i c a t io n  was 
a ls o  made w ith  re s p e c t to  th e  in te r a c t io n  o f  th e  e le c t io n  to  r e l in q u is h  th e  e n t i r e  
c a r ry b a c k  p e r io d  ( s e c t io n  1 7 2 (b )(3 )(C )) , and th e  e l e c t i o n  t o  fo rg o  th e  1 0 -y e a r  
p ro d u c t  l i a b i l i t y  lo s s  c a r ry b a c k  p e r io d  ( s e c t io n  172 ( j ) ( 3 ) ) .  The r e g u l a t i o n s  
p ro v id e  th e  e le c t io n  p u rsu a n t to  s e c tio n  172(b)(3)(C) does n o t p rec lu d e  a  p ro d u c t 
l i a b i l i t y  lo s s  fro m  b e in g  c a r r i e d  back  10 y e a r s .  W hether an  a c c u m u la t io n  i s  
r e a s o n a b le  in  am ount s h a l l  be  d e te rm in e d  in  l i g h t  o f  a l l  t h e  f a c t s  and 
c ircu m stan ces  o f  th e  tax p ay er. F u rth e r , one should  c o n s id e r w hether th e  tax p ay er, 
in  accoun ting  fo r  i t s  p o te n t ia l  fu tu re  l i a b i l i t y ,  to o k  in to  account th e  reaso n ab le  
e s tim a te d  p re s e n t v a lu e  o f  th e  p o te n t ia l  fu tu re  l i a b i l i t y .  The re g u la t io n s  a re  
g e n e r a l l y  e f f e c t i v e  f o r  t a x a b l e  y e a r s  b e g in n in g  a f t e r  9 /3 0 /7 9 . F o r f u r t h e r  
in fo rm a tio n  c o n ta c t Faye E asley  a t  202/566-3935.
SPECIAL: AICPA TAX DIV ISIO N  CIRCULATES EXPOSURE DRAFT REVISING SOCIAL SECURITY POLICY
STATEMENT
An exposure d r a f t  o f  a  proposed re v is io n  to  Tax P o lic y  S ta tem en t Number 8, "Suggested
Im provem ents fo r  th e  S o c ia l S e c u r ity  R e tirem en t System" i s  be in g  c i r c u la te d  to  th e
AICPA F ed era l T axation  D iv is io n  fo r  comment. Comments a re  due by 9 /12 /86 . The
e x p o su re  d r a f t  m akes re c o m m en d a tio n s  t o  im p ro v e  th e  S o c ia l  S e c u r i ty  s y s te m  by  
p la c in g  i t  on an  a c t u a r i a l l y  sound b a s i s  and p ro v id in g  a f a i r e r  r e l a t i o n s h i p  
betw een c o n tr ib u tio n s  and b e n e f i ts .  The summary s e c t io n  o f  th e  d r a f t  s t a t e s ,  "The 
AICPA m a in ta in s  t h a t  a  change  in  p h ilo s o p h y  in  th e  S o c ia l  S e c u r i ty  p ro g ram  i s  
n e c e s s a r y  i f  t h e  p ro g ram  i s  t o  re m a in  v i a b l e  and c o n t in u e  to  r e c e iv e  p u b l ic  
su p p o rt in  th e  long run. The need fo r  such a change w i l l  be p a r t i c u l a r ly  a c u te  as 
th e  S o c ia l  S e c u r i ty  p ro g ram  e n t e r s  i n t o  th e  2 1 s t  c e n tu r y ."  A bout th e  sev en  
recom m endations made, th e  d r a f t  says, "The m ajor th r u s t  o f  th e se  recom m endations 
i s  th a t  w e lfa re , th e  a c tu a r i a l l y  unearned p o r t io n  o f  th e  b e n e f i t s  from th e  S o c ia l 
S e c u r i ty  s y s te m , s h o u ld  be  t r a n s f e r r e d  t o  th e  g e n e r a l  re v e n u e s  b u d g e t and 
s u b je c te d  t o  a  n eed s  t e s t .  W e lfa re  sh o u ld  be an  e x p e n d i tu r e  o u t  o f  g e n e r a l  
re v e n u e s , n o t  p a y r o l l  t a x  re v e n u e s ."  The e x p o su re  d r a f t  a l s o  recom m ends t h a t  
t h r e e  a d d i t i o n a l  g o a ls  be a d o p te d  t o  p r o t e c t  low  incom e r e t i r e e s  from  f a l l i n g  
below a  p re -d e te rm in e d  minimum le v e l  o f  income p ro te c t io n . The re v is io n  updates  
and p ro v id es  a d d i t io n a l  s t a t i s t i c a l  su p p o rt fo r  th e  o r ig in a l  ta x  p o lic y  s ta te m e n t 
p u b lish ed  in  1980 and was developed by th e  S o c ia l S e c u r ity  Task Force. F o llow ing  
th e  com m ent p e r io d ,  th e  AICPA Tax D iv is io n  E x e c u tiv e  C o m m ittee  w i l l  v o te  to  
d e te rm in e  i f  i t  should  become AICPA ta x  p o lic y . Comments should  be ad d ressed  to
W illiam  R. Stromsem, A s s is ta n t  D ire c to r , F e d e ra l T ax a tio n  D iv is io n , AICPA, 1620 
Eye S t r e e t ,  N.W., W ash in g to n , D.C. 20006. C o p ie s  o f  t h e  e x p o su re  d r a f t  a r e  
a v a i la b le  by c a l l in g  th e  AICPA's W ashington, D.C. o f f ic e  a t  202/872-8190, e x t. 47.
SPECIAL: REP. HORTON ADDRESSES AICPA GOVERNMENTAL ACCOUNTING AND AUDITING UPDATE
CONFERENCE
"I  c o n g r a t u l a t e  you f o r  m e e t in g  t h e  i s s u e  h e a d  o n , " Rep. F ran k  H o rto n  (R-NY) t o l d  
p a r t i c ip a n ts  a t  th e  AICPA Governm ental A ccounting and A u d iting  Update C onference 
r e g a r d in g  e f f o r t s  b y  th e  p r o f e s s i o n  t o  e n s u r e  q u a l i t y  a u d i t s  o f  f e d e r a l  g r a n t  
fu n d s . Rep. H o rto n  i s  th e  R anking  M in o r i ty  Member o f  t h e  H ouse G overnm ent 
O p era tions Com m ittee, w hich h as h e ld  tw o days o f  o v e rs ig h t h e a r in g s  on th e  q u a l i ty  
o f  a u d i ts  perform ed  by p r iv a te  a u d ito rs  o f  governm ental spending  program s (see  th e  
1 1 /1 8 /8 5  and 3 /2 4 /8 6  W ash. R p ts .) .  " . . . I  w as v e ry  e n c o u ra g e d  a t  t h a t  M arch 19 
h e a r in g ,"  he  s a id , "when AICPA Chairman Herman Lowe to ld  us t h a t  th e  I n s t i t u t e 's  
B oard o f  D i r e c to r s  h ad  r e c e n t l y  d e c id e d  t o  recom m end t o  t h e  F e d e r a l  g o v e rn m en t 
t h a t  a u d ito r s  m eet c e r t a in  req u irem en ts  t o  q u a l i f y  fo r  an  a u d i t  o f  a  r e c ip ie n t  o f  
F e d e ra l  f i n a n c i a l  a s s i s t a n c e .  I  w as p a r t i c u l a r l y  i n t e r e s t e d  i n  Mr. L ow e 's 
s u g g e s t io n  t h a t  su ch  a u d i t o r s  b e  r e q u i r e d  t o  c o m p le te  c o n t in u in g  p r o f e s s i o n a l  
e d u c a t io n  c o u r s e s  in  t h e  u n iq u e  a s p e c t s  o f  a u d i t i n g  and  r e p o r t i n g  on  F e d e r a l  
f in a n c ia l  a s s is ta n c e  program s. H is c a l l  fo r  a  p e e r  rev iew  p ro c e ss  a ls o  caugh t my 
a t t e n t i o n . "  Rep. H o rto n  w en t on t o  s a y  t h a t  "We a s  a  C o n g re s s io n a l  C o m m ittee  
d o n 't  w an t t o  g e t  in v o lv e d  i n  t h e  s p e c i f i c s . . . . "  H ow ever, h e  w a rn ed  t h a t  th e  
Com m ittee Chairman, Rep. Jac k  Brooks (D-TX), "has made i t  c le a r  t h a t  we w i l l  ta k e  
a  m ore a c t i v e  r o l e ,  w i th  l e g i s l a t i o n  a  d i s t i n c t  p o s s i b i l i t y ,  i f  t h e  p r o f e s s i o n  
does n o t e f f e c t iv e ly  p o l ic e  i t s e l f . "  Rep. H orton s a id  he  "had ev ery  confidence" 
th e  p ro fe s s io n  would be re sp o n siv e  "because you a re  p ro fe s s io n a ls  in  every  sense 
o f  th e  w ord ." He s a i d  t h a t  th e  C o m m ittee  h a s  n o t  i s s u e d  a  r e p o r t  on th e  tw o  
o v e r s ig h t  h e a r in g s ,  b u t  t h a t  h e  e x p e c ts  t h e  C o m m ittee  t o  make rec o m m en d a tio n s  
p r i o r  t o  a d jo u rn m e n t o f  th e  9 9 th  C o n g re ss . The re c o m m en d a tio n s  h a v e  n o t  b e en  
d e te rm in e d  y e t ,  a c c o rd in g  t o  Rep. H o rto n , b u t  h e  s a i d  h e  a n t i c ip a t e s  th e  
C om m ittee 's recom m endations to  be s im i la r  t o  th o se  made by  th e  G eneral A ccounting 
O f f i c e  (GAO), in  i t s  M arch 1986 r e p o r t  t o  th e  C o m m ittee  "nam ely  t h a t  th e  
a c c o u n t in g  p r o f e s s i o n  n e ed s  t o  s t r e n g th e n  i t s  own enforcem ent e f f o r t s ,  b roaden 
r e q u i r e m e n ts  f o r  c o n t in u in g  p r o f e s s i o n a l  e d u c a t io n ,  and  r e q u i r e  t h a t  F e d e r a l  
a u d i t s  go th ro u g h  some k in d  o f  p e e r  re v ie w  p r o c e s s ."  He ad d ed , " I  know t h a t ,  
a f t e r  h e a r in g  te s tim o n y  t h i s  S p rin g  from  th e  In sp e c to r  G eneral community, I  w i l l  
argue fo r  th e  IGs to  ta k e  more a c t io n  a g a in s t  CPAs who perfo rm  su b stan d a rd  a u d its .  
I  w i l l  a l s o  s u g g e s t  t h a t  th e  IGs w ork w i th  th e  AICPA, o th e r  p r o f e s s i o n a l  
o r g a n iz a t i o n s ,  and th e  S t a t e  B o ard s  o f  A cco u n tan cy  t o  e x p e d i t e  r e f e r r a l s  o f  
su b stan d ard  a u d i ts  fo r  d is c ip l in a r y  ac tio n ."
A bout t h e  f u t u r e  ag en d a  o f  t h e  C o m m ittee , Rep. H o rto n  s a i d  t h a t  C hairm an  
Brooks h as  re q u e s te d  a  GAO e v a lu a tio n  o f  th e  p ro cedures used  by  F e d e ra l, s t a t e  and 
lo c a l  o f f i c i a l s  to  o b ta in  th e  s e rv ic e s  o f  p u b lic  acco u n tin g  f irm s  fo r  a u d i ts  o f  
F ed e ra l g ra n t  funds, a s  w e ll a s  fo r  an  a ssessm en t o f  th e  r e la t io n s h ip  betw een th e  
p ro c u re m e n t p r o c e s s  and  th e  q u a l i t y  o f  a u d i t s .  He a l s o  s a i d  h e  e x p e c ts  GAO t o  
make recom m endations " fo r  c o r re c t in g  any  w e a k n e sse s  i n  t h e  c u r r e n t  p ro c u re m e n t 
p ro c e d u re s ,  a s  w e l l  a s  re c o m m en d a tio n s  f o r  a s s u r in g  h e a l t h y  c o m p e t i t io n  among 
f i r m s  b id d in g  f o r  a u d i t  c o n t r a c t s . "  Rep. H o rto n  s a i d  q u e s t io n s  a b o u t th e  
procurem ent p ro c e ss  have been r a is e d  d u rin g  Com m ittee h e a r in g s  and th e  su g g es tio n  
made th a t  to o  much em phasis i s  b e in g  p laced  on th e  p r ic e  r a th e r  th a n  th e  q u a l i ty  
o f  t h e  a u d i t .  He s t a t e d ,  " I  s e n s e  a  p ro b le m  i n  t h i s  a r e a ,  b u t  I  d o n 't  know how 
much o f  a  p ro b le m  i t  m ig h t b e , o r  w h a t k in d s  o f  s o l u t i o n s  s h o u ld  b e  c o n s id e re d  
where p roblem s a re  found to  e x i s t .  I  do know t h a t  co m p e titio n  i s  h e a lth y , i t ' s  in  
th e  ta x p ay e rs ' i n t e r e s t ,  and i t  i s  ve ry  much encouraged by  th e  Congress. Perhaps 
one answ er i s  t h a t  p r ic e  should  be a  c r i t e r io n ,  b u t  t h a t  i f  i t  i s ,  CPA f irm s  m ust 
r e a l i z e  t h a t  t h e y 'l l  be h e ld  acco u n tab le  fo r  p roducing  q u a l i ty  a u d i ts  even i f  th e y  
g e t  t h e  a u d i t  a s  th e  r e s u l t  o f  a  low  b id .  A n o th e r p o s s i b l e  a n sw e r m ig h t b e  f o r  
CPA f irm s  to  go th rough  a  q u a lify in g  p ro c e ss  j u s t  t o  be c e r t i f i e d  e l i g i b l e  t o  b id  
f o r  an  a u d i t ."  A n o th e r s u b j e c t  a d d re s s e d  b y  Rep. H o rto n  w as t h e  s t a t u s  o f  th e  
S in g le  A u d it  A c t. He s a i d  i t  i s  n o t  p o s s i b l e  t o  " o f f e r  an  in fo rm e d  e v a lu a t io n "
abou t h ow w e ll th e  s in g le  a u d i t  p ro cess  h as worked because th e  d a ta  on th e  f i r s t  
f u l l  y e a r  o f  im p lem en ta tio n  i s  n o t y e t  a v a i la b le .  However, he s a id  th e  Government 
O p era tio n s  Com m ittee would be "conducting  a  f u l l - s c a l e  rev iew  o f  t h a t  f i r s t  y ear 
o f  im p lem enta tion" and t h a t  he ex p ec ts  a  GAO re p o r t  on th e  im p lem en ta tio n  o f  th e  
A ct by  th e  m idd le  o f  1987.
SPECIAL: REPORTING OF FARM INCOME SUBJECT OF GAO REPORT
" In fo rm a tio n  R etu rns Should In c re a s e  P roper R eporting  o f  Farm Income" i s  th e  t i t l e  o f  
a  r e c e n t ly  re le a s e d  r e p o r t  by th e  G eneral A ccounting O ffice . The r e p o r t  focuses 
on  w h e th e r  com m odity  c r e d i t  lo a n  and  c ro p  in s u r a n c e  incom e i s  b e in g  p r o p e r ly  
r e p o r t e d .  The r e p o r t  w as r e q u e s te d  b y  th e  U.S. C o n g re ss ' J o i n t  C o m m ittee  on 
T a x a tio n . The GAO re v ie w e d  c ro p  y e a r  1982 lo a n s  and  in s u r a n c e  p ay m en ts  i n  i t s  
s tu d y  and  r e p o r t e d  t h a t  " m i l l i o n s  o f  d o l l a r s  o f  t a x a b le  c ro p  y e a r  1982 lo a n  and 
in s u r a n c e  incom e w ere  n o t  r e p o r te d ."  The r e p o r t  a l s o  n o te d  t h a t  m o st o f  th e  
incom e p r o j e c t e d  by  GAO a s  u n r e p o r te d  "was a t t r i b u t a b l e  t o  n o n f i l e r s . "  The GAO 
r e p o r t  s a i d  t h a t  " a l th o u g h  th e  c o r r e c t  t a x e s  may h a v e  b e en  p a id ,  o v e r  t h r e e -  
q u a r te r s  o f  th e  sam pled r e c ip ie n t s  who f i l e d  in d iv id u a l re tu rn s  d id  n o t p ro p e r ly  
r e p o r t  t h e s e  ty p e s  o f  incom e" and  t h a t  p r o p e r  r e p o r t i n g  o f  su ch  incom e " sh o u ld  
i n c r e a s e  soon  a s  sh o u ld  IRS' a b i l i t y  t o  d e t e c t  u n r e p o r te d  incom e from  th e s e  
sources."  Taxpayers and IRS w i l l  b eg in  r e c e iv in g  in f o r m a t io n  r e t u r n s  r e p o r t i n g  
t h i s  incom e soon  from  A g r i c u l t u r a l  a g e n c ie s  and  GAO s u g g e s ts  t h a t  IRS u se  a 
com puter m atching  program  o f  in fo rm a tio n  re tu rn s  w ith  ta x  re tu rn s  to  de te rm in e  
w hether th e  income was p ro p e r ly  re p o r te d  and th e  a p p lic a b le  ta x e s  a sse ssed . The 
tim e s  g r e a te r  th a n  th e  e s tim a te d  c o s t  o f  o p e ra tin g  a  com puter m atching program  on 
a l l  o f  th e  sam p le  c a s e s ."  GAO made tw o  re c o m m en d a tio n s  t o  im p ro v e  c o m p lia n c e  
r e p o r t i n g  o f  com m odity  c r e d i t  lo a n  and  c ro p  in s u r a n c e  incom e: 1) c l a r i f y  
in s t r u c t io n s  and form s concern ing  commodity c r e d i t  loan  and c ro p  in su ran ce  income 
so  t h a t  t a x p a y e r s  and IRS can  m ore e f f i c i e n t l y  and e f f e c t i v e l y  u se  in f o r m a t io n  
re tu rn s  and 2) in c o rp o ra te  commodity c r e d i t  loan  and c ro p  in su ran ce  income in to  
IRS' d o cu m en t m a tc h in g  p ro g ram . The GAO a l s o  r e p o r te d  t h a t  th e  IRS h a s  a l r e a d y  
a c te d  on  th e  f i r s t  re c o m m en d a tio n , b u t  t h a t  i t  d i s a g r e e s  w i th  th e  GAO's seco n d  
recom m endation. The GAO re p o r t  s ta t e d  t h a t  IRS opposed th e  recom m endation because 
" e x is t in g  s ta tu to r y  ru le s  a llo w in g  ta x p ay e rs  to  r e p o r t  commodity c r e d i t  lo an  and 
c ro p  in s u r a n c e  incom e i n  e i t h e r  o f  tw o  y e a r s  p r e s e n t s  s e r io u s  a d m i n i s t r a t i v e  
p ro b le m s  f o r  m a tc h in g ."  The CAO r e p o r te d  t h a t  IRS i n s t e a d  p la n s  t o  u se  th e  
in fo rm a tio n  r e tu rn s  in  i t s  ex am ination  program , w hich th e  GAO s a id  " w i l l  n o t be as 
e f f e c t iv e  in  d e a lin g  w ith  th e  problem  o f  u n rep o rted  income a s  a  m atching program  
w ou ld  b e ."  A copy o f  th e  r e p o r t ,  GAO/GGD-86-69, may b e  o b ta in e d  b y  w r i t i n g  th e  
U.S. G e n e ra l A c c o u n tin g  O f f i c e ,  P .O. Box 6015, G a i th e r s b u r g ,  MD 20877 o r  by 
c a l l in g  th e  GAO a t  202/275-6241.
For  f u r th e r  in fo r m a tio n  c o n t a c t  S h i r le y  Hodgson a t  2 0 2 /8 7 2 -8 1 9 0 .
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